§674.39

deferment existed, plus late charges
and collection costs.

(c) If the information supplied by the
borrower demonstrates that for some
or all of the period for which a
deferment is requested, the borrower
had retained in-school status or was
within the initial grace period on the
loan, the institution shall—

(1) Redetermine the date on which
the borrower was required to com-
mence repayment on the loan;

(2) Deduct from the loan balance any
interest accrued and late charges added
before the date on which the repay-
ment period commenced, as determined
in paragraph (c)(1) of this section; and

(3) Treat in accordance with para-
graph (b) of this section, the request
for deferment for any remaining por-
tion of the period for which deferment
was requested.

(d) The institution must determine
the continued eligibility of a borrower
for a deferment at least annually, ex-
cept that a borrower engaged in service
described in §§674.34(e)(6), 674.35(c)(3),
674.36(c)(2), 674.37(c)(2), and §674.60(a)(1)
must be granted a deferment for the
lesser of the borrower’s full term of
service in the Peace Corps, or the bor-
rower’s remaining period of eligibility
for a deferment under §674.34(e), not to
exceed 3 years.

(Approved by the Office of Management and
Budget under control number 1845-0019)

(Authority: 20 U.S.C. 425, 1087dd)

[62 FR 45754, Dec. 1, 1987, as amended at 53
FR 49147, Dec. 6, 1983. Redesignated and
amended at 59 FR 61410, 61411, Nov. 30, 1994;
64 FR 57531, Oct. 25, 1999; 64 FR 58315, Oct. 28,
1999]

§674.39 Loan rehabilitation.

(a) BEach institution must establish a
loan rehabilitation program for all bor-
rowers for the purpose of rehabilitating
defaulted loans made under this part.
The institution’s loan rehabilitation
program must provide that—

(1) A defaulted borrower is notified of
the option and consequences of reha-
bilitating a loan; and

(2) A loan is rehabilitated if the bor-
rower makes an on-time, monthly pay-
ment, as determined by the institution,
each month for twelve consecutive
months and the borrower requests re-
habilitation; and
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(3) A borrower who wishes to reha-
bilitate a loan on which a judgment
has been entered must sign a new
promissory note after rehabilitating
the loan.

(b) Within 30 days of receiving the
borrower’s last on-time, consecutive,
monthly payment, the institution
must—

(1) Return the borrower to regular re-
payment status;

(2) Treat the first payment made
under the 12 consecutive payments as
the first payment under the 10-year re-
payment maximum; and

(3) Instruct any credit bureau to
which the default was reported to re-
move the default from the borrower’s
credit history.

(c) Collection costs on a rehabilitated
loan—

(1) If charged to the borrower, may
not exceed 24 percent of the unpaid
principal and accrued interest as of the
date following application of the
twelfth payment;

(2) That exceed the amounts specified
in paragraph (c)(1) of this section, may
be charged to an institution’s Fund
until July 1, 2002 in accordance with
§674.47(e)(5); and

(3) Are not restricted to 24 percent in
the event the borrower defaults on the
rehabilitated loan.

(d) After rehabilitating a defaulted
loan and returning to regular repay-
ment status, the borrower regains the
balance of the benefits and privileges
of the promissory note as applied prior
to the borrower’s default on the loan.
Nothing in this paragraph prohibits an
institution from offering the borrower
flexible repayment options following
the borrower’s return to regular repay-
ment status on a rehabilitated loan.

(e) The borrower may rehabilitate a
defaulted loan only one time.

(Approved by the Office of Management and
Budget under control number 1845-0023)

[64 FR 58311, Oct. 28, 1999, as amended at 65
FR 65614, Nov. 1, 2000]

§674.40 Treatment of loan repayments
where cancellation, loan repay-
ments, and minimum monthly re-
payments apply.

(a) An institution may not exercise
the minimum monthly repayment pro-
visions on a note when the borrower
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